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FINANCIAL COMPLIANCE AND 
LIMITED SCOPE PERFORMANCE AUDIT 


Financial-compliance audits are conducted by the Office of the Legislative Auditor to determine 
if an agency’s financial operations are properly conducted, the financial reports are presented 
fairly, and the agency has complied with applicable laws and regulations. In performing the audit 
work, the audit staff uses standards set forth by the American Institute of Certified Public Ac- 
countants and the United States General Accounting Office. 


Financial-compliance audit staff members hold degrees with an emphasis in accounting. Most 
staff members hold Certified Public Accountant (CPA) certificates. 


This audit included a limited scope performance audit of investment performance statistics. This 
work was designed to assess certain investment statistics which are often used to compare Mon- 
tana’s investment effectiveness with that of other states or other investment organizations. 


Members of the performance audit staff hold degrees in disciplines appropriate to the audit proc- 
ess. Areas of expertise include business and public administration, statistics, economics, com- 
puter science and engineering. The performance audit staff uses audit standards set forth by the 
United States General Accounting Office. 


Members of the Legislative Audit Committee: 


Senator Judy Jacobson, Chairman 
Senator Dave Fuller 
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Senator Tom Keating 
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Vice Chairman 
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SUMMARY OF RECOMMENDATIONS 


This listing serves as a means of summarizing the recommendations 
contained in the report and the audited agency's reply. 


Page 

Recommendation #1 
The Board of Investments develop procedures 
for better control of software development 
projects. 4 
Agency Response: Concur. See page 50. 
Recommendation #2 
The Board of Investments utilize the standard 
computer software development contract for 
future consultant engagements in compliance 
with state policy. 5 
Agency Response: Concur. See page 50. 
Recommendation #3 
The Board of Investments: 
A. Modify future service agreements to 

require escrow accounts on mortgages 

prior to purchase approval. 7 
Agency Response: Concur. See page 50. 
B. Resolve the mortgage file exceptions 

with the servicing organizations. 7 
Agency Response: Concur. See page 51. 
Recommendation #4 
The Board of Investments work with the 
Department of Administration, Accounting 
Division, to implement a system to enable 
BOI to record its investment activity 
separately on SBAS. 9 


Agency Response: Concur. See page 51. 
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INTRODUCTION 


We performed a financial-compliance and limited scope perfor- 
mance audit of the Montana Board of Investments for the fiscal 
year ended June 30, 1985. The objectives of the audit were to: 
1) determine if the board's financial schedules present fairly the 
results of operations for the fiscal year ended June 30, 1985; 
2) determine if the board complied with applicable laws and regu- 
lations; 3) review the management information system and make 
recommendations for improvements in the management and internal 
controls of the board; and 4) review the personnel administration 
and organizational structure of the board; and 5) survey other 
state investment organizations to obtain information for potential 
comparative analysis with the Montana investment function. 

This report contains four rocommendations to the board. 
These recommendations address areas where management, internal 
control, financial reporting, and compliance with laws and regu- 
lations can be improved. Other areas of concern deemed not to 
have a significant effect on operations of the Montana Board of 
Investments are not specifically included in the report, but have 
been discussed with the investment officer and his staff. 

In accordance with section 5-13-307, MCA, we analyzed the 
costs of implementing the recommendations made in this report. 
Each report section discloses the cost, if significant, of imple- 
menting the recommendation. 

We thank the investment officer and his staff for their assis- 


tance and cooperation throughout the audit. 


BACKGROUND 


The Montana Board of Investments was created by the Execu- 
tive Reorganization Act of 1971 and has the primary authority to 
invest state funds. Chapter 63, Sessions Laws of 1985, expanded 
the board from five to seven members by including representation 
from the Public Employees' and the Teachers' Retirement Systems. 
Board members are appointed by the Governor. The board directs 


the investment of state funds in accordance with the constitution 


and laws of the state. The Investment Division of the Department 
of Administration provides the staff to advise the board, implement 
its decisions and perform the day-to-day investment and record- 
keeping activities. The board establishes policies and guidelines 
for investment transactions executed by the Investment Division 
personnel. The division's operations and the board's activities are 
funded by charges to investing members which are collected by the 
division from income earned on funds invested. There are three 
major investment programs within the Investment Division's opera- 
tions which are discussed below. 

The "Short-Term Investment Pool (STIP)" provides a short- 
term investment vehicle to state or local government investors 
(participants) who may have a relatively small amount to invest 
and require liquidity of invested funds. The pool consists of an 
investment portfolio managed by the Montana Board of Investments 
from which participants are allowed to purchase STIP units. Unit 
values are determined daily based on the market value of the 
portfolio and interest earned. STIP I! was implemented on May 31, 
1985. Currently it is only for local governments. Prior to May, 
1985, local governments also participated in STIP. STIP II unit 
values are fixed at $100. The lower unit value in STIP Il is to 
provide greater investment flexibility to the participants. Board 
officials indicated they intend to eventually convert the STIP and 
STIP Il programs into a single program having a fixed $100 unit 
value. 

The "Montana Common Stock Pool (MONT-COMP)" was created 
to allow authorized agencies participation in the equity market via 
a diversified pool. Article VIII, Section 13, of the Montana Con- 
stitution restricts the investment in private corporate capital stock 
to retirement funds. The Montana Board of Investments manages 
all the securities in the portfolio and participants purchase units 
on a monthly basis. 

"All Other Funds" is a combination of approximately 50 sepa- 
rate investment funds. The investments are directly owned by the 
purchasing agency and the funds are managed on behalf of the 


agencies by the board. 


AUTOMATED INVESTMENT ACCOUNTING SYSTEM 


The Board of Investments (BOI) maintains the three major 
investment programs primarily on three separate computer systems. 
In addition, limited components such as Coal Trust Loans are main- 
tained manually by the BOI staff. Two of the computer systems, 
the Montana Portfolio Accounting System (MPACS) and the Portfolio 
Management System (PMS), account for the investment activity of 
the Montana Common Stock Pool and All Other Funds. These two 
systems are owned and maintained by the Board of Investments. 
The third system (Money Max) accounts for the activity of the 
Short-Term Investment Pool (STIP) and is owned and operated by 
a California firm. Each of the above systems are separate and do 
not interface with each other nor with the Statewide Budgeting and 
Accounting System. During 1982, BOI officials took steps to 
develop a new investment accounting and _ portfolio management 
system that would consolidate the three systems and automatically 


generate documents for input to SBAS. 


Investment Accounting and Portfolio Management System 


In October 1982, the Board of Investments contracted with a 
private computer services company to determine the feasibility of 
developing a _ consolidated investment accounting and_ portfolio 
management system. In July 1983, upon completion of the feasibil- 
ity study, the board entered into a contract with the private 
company to develop an integrated system which would report the 
investment balances and income activity for all three investment 
programs. The contract called for a completion date between 
September 1984 and February 1985. 

Problems associated with project communications between the 
private company and BOI personnel and the turnover of the BOI 
systems analyst have hindered the completion of the project. As 
of September 1985, BOI has expended $260,000 of the $305,000 
contract price and the system is not implemented. BOI officials 


have retained another firm which is currently testing the most 


recent version of the system to determine if it is functional and 
meets all the specifications of the contract. 

During our review of the feasibility study and the systems 
development process, we noted two areas where the process could 
have been improved: 1) conversion plans for switching from BOI's 
current systems to the new computer system were not addressed in 
the original specifications; and 2) the board failed to test the new 
system on schedule, which prevented early detection of problems. 

Without adequate procedures for conversion of the current 
systems and testing of the new system, there is less assurance 
that the new system will operate effectively. As a result, unnec- 
essary delays in the implementation of the system may occur. In 
the future, BOI officials should develop procedures for better 
control of software development projects to ensure that systems are 
converted consistently and accurately and that new versions of a 
computer system are tested in a timely manner. These procedures 
should help ensure that unnecessary delays during implementation 
or during any future modifications for system maintenance or 


upgrades are minimized. 


RECOMMENDATION #1 
WE RECOMMEND THE BOARD OF INVESTMENTS DEVELOP 
PROCEDURES FOR BETTER CONTROL OF SOFTWARE DEVEL- 
OPMENT PROJECTS. 


Feasibility Study 

The October 1982 contract for the feasibility study discussed 
in the prior section, contained a clause that all data developed 
under the contract was proprietary information of the private 
company. The board was required to hold the information § in 
confidence and not release the information to any outside parties. 
As a result, this private company had a competitive advantage for 
contracting the development stage because other private consul- 


tants would have to reconstruct much of the _ proprietary 


information obtained in the feasibility study at additional expense 
to the Board of Investments. 

The Office of the Governor issued a management memo (4-81-4R) 
regarding professional personal services contracts which sets forth 
minimum requirements for professional services contracts. One of 
the requirements is that contracts shall identify which party owns 
the working papers and end products of the agreement and which 
party is authorized to release information concerning the work in 
process. The Office of the Governor also issued a series of 
management memos relating to policies, standards, and guidelines 
for the management of data processing in state government. 
DPM NBR2 issued June 1, 1981, requires the use of a state of 
Montana Standard Computer Software Development Contract. 
Section VIII of that contract stipulates that the state agency shall 
retain ownership of working papers, working products, and end 
products. As a result of using the private company's contract, 
BOI is denied full ownership of the feasibility information and is 


not in compliance with state policy. 


RECOMMENDATION #2 
WE RECOMMEND THE BOARD OF INVESTMENTS UTILIZE THE 
STANDARD COMPUTER SOFTWARE DEVELOPMENT CONTRACT 
FOR FUTURE CONSULTANT ENGAGEMENTS IN COMPLIANCE 
Wii SikpAiiEs POLI GY 


STATE COMPLIANCE 


We reviewed compliance with state laws that could have a 
material impact on the financial schedules of the Board of Invest- 
ments. In our opinion, except for the instance of noncompliance 
regarding the feasibility study on page 4, the board complied with 
the state laws and regulations tested. For items we did not specif- 
ically test for compliance, nothing came to our attention that would 


indicate instances of noncompliance. 


MORTGAGE OBSERVATIONS 


As part of the investment program, the Board of Investments 
purchases Montana mortgages from state lending institutions. 
These lending institutions then act as servicing agents for BOI by 
collecting payments and maintaining files for the purchased mort- 
gages in accordance with the servicing agreement. 

To test general controls and compliance with the servicing 
agreements we reviewed a sample of 337 mortgage files at 28 ser- 
vicing organizations statewide. The following illustration provides 
a summary of our findings. The details have been provided to 


BOI personnel. 


SERVICING AGREEMENT COMPLIANCE 


Audit Finding Occurrences 
Ie Delinquent Property Taxes on Mortgage 4 
II. Untimely Payment Remittances to BOI 3 
III. Mortgage Purchase Improper Due to Delinquent Taxes ye 


IV. State of Montana: 


A. Not listed as First Mortgage on Insurance Policy 1 
B. Mortgage not First Lien Against Property 
V. Proof of Hazard Insurance not on File iki 
VI. Proof of Taxes Paid not on File 19 
VII. No Title Insurance on Loan 1 


Illustration 1 


Source: Prepared by the Office of the Legislative Auditor 


The bank had no escrow account to pay the hazard insurance and 
taxes in the majority of these exceptions. Consequently the banks 
did not have adequate documentation to show compliance with the 
servicing agreement. Without documentation that the taxes and 
insurance are current, neither the bank nor the board can monitor 
compliance with the servicing agreement. 

We notified the investment staff of our concern. The staff 


replied that the Board of Investments has recently considered 


these problems and adopted a policy to purchase mortgages which 
utilize an escrow account. However, the final purchase decision is 
at the descretion of the board. To further ensure the implementa- 
tion of this policy, the board should have future service agree- 
ments require the use of escrow accounts before a mortgage will be 
purchased. The board should also work with the servicing banks 
on the current agreements to help ensure all requirements for paid 


taxes and hazard insurance are met and documented. 


RECOMMENDATION #3 

WE RECOMMEND THE BOARD OF INVESTMENTS: 

A. MODIFY. FUTLUIREs/SERVICE: AGREEMENTS® TIO’ (REQUIRE 
ESCROW ACCOUNTS ON MORTGAGES PRIOR TO PUR- 
CHASE APPROVAL. 

B. RESOLVE THE MORTGAGE FILE EXCEPTIONS WITH THE 
SERVICING ORGANIZATIONS. 


INTERNAL CONTROL 


We have examined the financial statements and schedules of 
the Montana Board of Investments for the fiscal year ended June 30, 
1985. We issued our opinions dated September 27, 1985, on these 
statements and schedules. As part of our examination, we made a 
study and evaluation of the system of control of the Montana Board 
of Investments as required by generally accepted governmental 
auditing standards for financial and compliance audits. We clas- 


sified the controls in the following categories: 


ile general controls - SBAS entry; 
7 Montana Common Stock Pool; 
By Short-Term Investment Pool; and 


4, All Other Funds. 
Our study included the control categories listed above. Through 
our study, we determined the nature, timing, and extent of our 


auditing procedures. We did not evaluate the control system to 


the extent necessary to give an opinion on either individual seg- 
ments or the system as a whole. 

The management of the Montana Board of Investments is 
responsible for establishing and maintaining a system of accounting 
control. In fulfilling this responsibility, estimates and judgments 
by management are required to assess the expected benefits and 
related costs of control procedures. The objectives of a system 
are to provide management with reasonable assurance that: 1) as- 
sets are safeguarded against loss from unauthorized use or dispo- 
sition; 2) transactions are executed in accordance with manage- 
ment's authorization; and 3) transactions are recorded properly to 
permit the preparation of financial statements and schedules in 
accordance with generally accepted accounting principles and state 
accounting policies. Inherent limitations in any system of control 
may allow errors or irregularities to remain undetected. The 
current system evaluation should not be used to project to future 
periods since the procedures may become inadequate or compliance 
with them may deteriorate. 

The limited purpose of our study described in the first 
paragraph would not necessarily disclose all material weaknesses in 
the system. Accordingly, we do not express an opinion on the 
system of controls used by the Montana Board of Investments. 
However, our evaluation disclosed the conditions relating to recon- 
ciliations discussed on page 9 that could result in financial 
schedule errors that could be difficult to detect. 

These conditions were considered in determining the nature, 
timing, and extent of the audit tests of the financial records. 
This report on internal control does not affect our opinions on the 
financial statements and schedules. 

The preceding four paragraphs are intended solely for the 
use of management and the Legislature and should not be used for 
any other purpose. This restriction as to use is not intended to 
limit the distribution of this document which, upon presentation to 


the Legislative Audit Committee, is a matter of public record. 


SBAS Reconciliations 


The Board of Investments inputs investment transactions to 
SBAS to record the activity of the participating members. As an 
internal control measure, BOI currently performs a monthly recon- 
ciliation of its investment system to SBAS to ensure all activity 
was properly entered for each participant. Some of the partici- 
pants also make investment entries to SBAS. Because of the 
participants’ entries, the Board of Investments has difficulty with 
and in some cases finds they cannot perform the reconciliation 
between its investment system and SBAS for these participants. 

In order to simplify the reconciliation process and eliminate 
the problem noted above, the Board of Investments should set up 
a system where its activity is recorded separately on SBAS from 
the activity of the participants. This would enable both BOI and 
the participants to make entries on SBAS without the participants! 
entries interfering with BOI's reconciliation process. SBAS cur- 
rently has the capabilities to provide for this type of separation of 
accounting activities. The Board of Investments should coordinate 
this change with the Department of Administration, Accounting 


Division to ensure implementation. 


RECOMMENDATION #4 

WE RECOMMEND THE BOARD OF INVESTMENTS WORK WITH 
THE DEPARTMENT OF ADMINISTRATION, ACCOUNTING 
DIVISION TO IMPLEMENT A SYSTEM TO ENABLE BOI TO 
RECORD ITS INVESTMENT ACTIVITY SEPARATELY ON 
SBAS. 


ORMER STATES 


All states have one or more governmental agencies or boards 
responsible for investing state funds. We sent questionnaires to 
all state investment offices and collected information on organiza- 
tional structures, staffing, expenditures, and investment activity. 
The original purpose of our survey was to compare the performance 


of the Montana Board of Investments with other states. However, 


9 


our results indicate that comparable performance analysis between 


state investment functions may be misleading due to: 


1) varying statutory limitations on investments; 
2) different investment objectives of the various states; 


3) variations in the investment portfolio (long term vs. 
short term) of each state, partly due to 1) and 2) 
above; 


4) organization and/or responsibility for the investment 
function; 


5) the type of investments managed internally or externally; 
and 


6) the incomplete or nonresponse from other states' invest- 
ment officers. 


The next four report sections provide examples from our survey 
from other state investment offices which provided detailed invest- 
ment information. Examples of other states presented in the 
following report sections represent the most complete state re- 
sponses from our survey of all 50 states. The information was 
taken from the survey response and was not subject to any addi- 


tional audit procedures. 


Authorization and Organization of the Investment Function 


Investment agencies/boards generally have broad investment 
authority including establishing investment policies, interpreting 
investment performance and selection of outside money managers. 
Five of the state investment agencies/boards responding to the 
survey noted that they follow the prudent man or prudent expert 
rule. This rule suggests that reasonable judgment and care, 
similar to that exercised by "people of prudence, discretion, and 
intelligence in the management of their own affairs, and not for 
speculation but for investment," be used. Chapter 418 of the 
Montana Session Laws of 1985 adopted the "prudent expert" rule 


for state investments. 


10 


Within the broad investment authority and the prudent man 
rule noted above, the states we contacted have varying degrees of 
statutory limitations on the types of allowable investments. For 
example, some states limit investments to lower risk U.S. Govern- 
ment securities or certificates of deposits issued by in-state 
banks. Other states allow more risky investments in real estate 
and stocks. There is a direct correlation between earnings poten- 
tial and the degree of risk. The higher risk investments may 
provide higher earnings; however, the potential for losses also 
increases with the degree of risk. 

Organization of state investment offices varies from investment 
boards with an investment staff to state agencies, such as the 
State treasurer, which handle the investment function. We found 
that investment boards consisted of 5 to 14 members, with seven 
board members being the norm. \e also noted that five of ten 
states contacted use external money managers to manage some 
investment funds. Five of the states indicated that a separate 
group handles retirement funds. The following illustrates the 
organization of the investment function in Montana and other states 


we surveyed. 
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ORGANIZATION OF THE STATE INVESTMENTS FUNCTION 


(Unaudited) 
Funds Managed 
State Investments Managed By Internally Externally* 

Montana Board with investments staff Yes No 
Minnesota Board with investments staff Yes Yes 
Wisconsin Board with investments staff Yes No 
Utah State treasurer Yes No 
Oregon Board with investments staff Yes Yes 
Washington Board with investments staff Yes Yes 
South Dakota Investment council and 

investments staff Yes Yes 
Pennsylvania State treasurer Yes No 
Maryland State treasurer Yes No 
California Board with investments staff Yes No 
Alaska Department of Revenue Yes Yes 


*Fees for external money managers ranged from .015% to 2.5% of the 
amount of assets managed. 


Source: Prepared by the Office of the Legislative Auditor 


Illustration 2 


Staffing and Operating Expenditures 


Staffing levels and operating expenditures for state invest- 
ment offices for fiscal year 1984-85 are shown in Illustration 3. 
This illustration notes the number of staff, operating expense, 
operating expense per staff, assets managed per staff, and operat- 
ing expense per assets managed for various states in our survey. 
The illustration does not include assets managed by or fees paid to 
external money managers and therefore only illustrates internally 


managed assets and their applicable costs. 


STAFFING AND EXPENDITURES ANALYSIS 
Fiscal Year 1984-85 


(Unaudited) 
Operating 
Assets Expenses per 
Operating (Millions) Million 
Investments Operating Expenditures Managed Dollars of 
State Staff Expenditures Per Staff Per Staff Assets Managed 
Montana 16 $ 756,037 $47,252 $ 123.750 $ 382 
Minnesota 25 1,345,000 53,800 369.600 146 
Wisconsin 52. 2,100,000 40,385 234.615 172 
Utah 7 464,232 66,319 100.000 663 
Oregon 8 1,080,000 135,000 937.500 144 
Washington 14 732,450 52,318 628.571 83 
South Dakota 9 528,456 Sein Hil 7 120.000 489 
Pennsylvania 10 634,836 63,484 407.000 156 
Maryland 3 95,000 31,667 476.667 66 
California 8 835,000 104,375 1,487.500 70 
Alaska 24 450,000 18,750 180.833 104 


Source: Prepared by the Office of the Legislative Auditor 


Hiustration 3 


Investment Activity 


During our audit, we attempted to collect detailed data by 
type of investment fund and associated rates of returns which 
would provide meaningful comparisons. We noted several factors 
which limit comparability. For example, states have varying 
statutory investment restrictions, different investment goals and 
objectives, and many states surveyed provided incomplete data. 
These factors make valid comparisons difficult. Illustration 4 
summarizes investment activity for Montana and other states which 


provided the information requested. 
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TOTAL ASSETS MANAGED AND YIELDS 
Fiscal Year 1984-85 (except as noted) 


(Unaudited) 
Total Assets Yield 
Managed Internally Percentage 
State (In Billion Dollars) (All Funds) 
Montana $1.98 Aa tsi 
Utah BT 9.2 —- 9.44 
Oregon WoS N63 9 taxed 
4.05 equity 
Pennsylvania 4.07 Dod 
Maryland 1.43 Do DY) 
California Wh os ORT 
Alaska 4.34, Weis) < 10.48 
New Jersey We UZ 8.86 
Iowa - Pooled Fund 34 OF45 
Maine - Treasurer's 
Cash Pool 720 10.10 
New York - State Funds Seon 9182 


peeeed on January through December 1984 period. 
eiges=e. Weteunes 
Source: Prepared by the Office of the Legislative Auditor 


Illustration 4 


Overall Effectiveness of Investment Board/Agency 


Montana and six of the states which responded have a private 
consultant evaluate their investment performance on an = annual 
basis. Four other states either conduct their own comparisons 
with other states and local governmental entities, or they do not 
conduct an evaluation because they are a treasury cash management 
function only. 

The private consultant compares the investment performance 
of various portions of a state's investment portfolio with commonly 
used market indices using the time-weighted rate of return. 
Time-weighted rate of return is a calculation widely used by 


investment firms to measure the performance of a money manager 


or investment fund whose investment objective is to maximize the 
total value of the investment portfolio. The time-weighted rate of 
return provides a useful measure when comparing the performance 
of funds where cash flows May vary significantly. 

Time-weighted rate of return figures may differ significantly 
from yield figures because yield figures reflect only the income 
actually earned (e.ge,, interest, dividends, and realized gains) 
during a given period of time. Time-weighted figures take into 
consideration income earned and unrealized market gains or losses 
during the same period. Therefore, the time-weighted rate of 
return figure may be higher or lower than the yield figure depend- 
ing on whether the market value of the security(s) has increased 
or decreased since the beginning of the measurement period. For 
example, the following illustration contrasts the returns of the 
equity portion (common stocks) of Montana's portfolio against the 
Standard and Poor 500, A.G. Becker and Dow Jones Industrial 
Averages using the time-weighted rate of return method of calcu- 


lating investment performance. 


TIME-WEIGHTED RATE OF RETURN 
EQUITY PERFORMANCE 
Fiscal Year End 6/30/85 


(Unaudited) 
Montana Si5)4 il 
Standard and Poor 500 Sila 
Dow Jones Industrial Average 24.0 
A.G. Becker Ist Quartile 33.9 


Source: Prepared by the Office of the Legislative Auditor 


Illustration 5 
The fixed income (i.e., bonds) portion of the investment 


agencies' portfolio is listed in Illustration 6 with the Lehman 


Brothers Index and the Salomon Brothers Index. 
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TIME-WEIGHTED RATE OF RETURN 
BOND PERFORMANCE 
Fiscal Year End 6/30/85 


(Unaudited) 
Montana 40.6 
Lehman Brothers 34.8 
Salomon Brothers 41.9 


Source: Prepared by the Office of the Legislative Auditor 


Illustration 6 


The following illustration contains time-weighted rate of 
return figures for Montana, Minnesota, Washington, and South 
Dakota. Responses received from other states are not applicable 
because no information was provided or the other states use pri- 


marily short-term investments. 


REPORTED TIME-WEIGHTED RATES OF RETURN 
Fiscal Year-end 6/30/85 


(Unaudited) 
Time-weighted 
Rate of Return 
Montana 
Common —- Stock Pool Soul 
Bond Portfolio 40.6 
Minnesota DDO EO 32.11 
Washington f7e3- 
South Dakota 
Retirement Funds Biel to 3ia8 
Short-term Funds 9.81 


TReturns vary by funds. Funds may consist of bonds, stocks, and 
other types of investments. 


are year internal rate of return figure. 
Source: Prepared by the Office of the Legislative Auditor 


Illustration 7 


Summary 


It is our opinion that meaningful, comparable performance 
analysis of Montana's overall investment function with that of other 
states may not be made based on published data. The reader is 
cautioned to carefully consider the following factors which may 
affect any analysis: 1) varying statutory limitations; 2) different 
investment objectives; 3) variations in the investment portfolio 
(long-term vs. short-term); 4) organization or responsibility for 
the investment function; 5) internal vs. external management; and 
6) incomplete information. A detailed performance audit would be 
required to evaluate selected investment functions. This type of 
audit work would require extensive research of each individual 
state to identify those instances where a reasonable basis exists to 
make performance comparisons. Such work would also require 


consultation with outside experts in the investment field. 


PRIOR AUDIT RECOMMENDATIONS 


The previous audit of the Board of Investments, for the fiscal 
year ended June 30, 1984, contained five recommendations. Of the 
five recommendations, three have been implemented, one has not 
been implemented, and one is no longer applicable. The agency 
concurred with three and did not concur with one of the recommen- 
dations. 

The recommendation not implemented related to _ portfolio 
reconciliations was directed to the Treasurer's Office. We brought 
this prior recommendation to the attention of officials at the 
Treasurer's Office and the Centralized Services Division, Department 
of Administration. The officials indicated they will take action to 


implement the recommendation. 


7 


a a 


it, 
BP. thin | Be 


mane uted | lie ied mid 


w/a Vo Jans Oj 


4) 9Dee4 nay 


o) petieneiinl! (art ation vt | 
bigot rh Lirqedwol) a) (ke! heey wen ahenl pices 
Ha MA eA a, AD ie | oe on 
eh Quilidianocan’ 10 Pe eRe hi Cyan , TY . 
brie efnemansawei fi lap py) Hitters) | ‘ia’ seid 
yet a Tet Wa kk Shinai. 
we ant EHO hie HN eile ae re 
Tht, tant Wis aL, NNW = ONTOS @ Replat ae 
“a eves thes Usp eA Oe! We AGeNeL) gate lie ate 
“erg.” ha tal Ps peepee « Pegeyettsed Aine Nea ER, 
PO CE HEHE NN ji. exreqnie eile he AE Heit 


‘a a4 an ety if Set) 


ess Sans atts ey AMON D ona. 1O1m 
beg 
liseli? eer we iheelit Yo Gina mill’ Me hie oh dian wit: 
aiy? 9t eG), \ ERR st (rh a ta gil jay’ wife , on a) He " 
ahinwedt 16 tara Ses avi’ oy we) FA 


NO tat " Bie Nate ' m gi inm ide teal . 
PeATPea ae mH v teleicmy Yeer Clie Red wrreetp Dorrey Bet i i 
wa a i gly im ‘ Peis 


Ym, ene 3 (ehp@rucianh © #4 ert sb. 

wy 4 ah ' aia) tt ql) Wedporliy aw diientnl 7 ar 
OA ei hege yp lidvliied bolt fie Ht ms DRT erie” id 
(Fe ein (awl Lae ene pet oud ‘eve 2 cal ii ool ly Wen: y 
1). ope iret — pri ts oy! ye alerve. gahuaghl ae hae ude ht 7, 
! «OR HPT PUN He PT Waar 


Sah wie iv 


eters hy y t . wa edhe igEt,, 


i f 
i } 
Fugees J 


AUDITOR'S REPORTS 
AND AGENCY FINANCIAL STATEMENTS AND SCHEDULES 
———— ES EHEDULES 


STATE OF MONTANA 
BOARD OF INVESTMENTS 


ALL OTHER FUNDS 


FINANCIAL SCHEDULES 


JUNE 30, 1985 


STATE OF MONTANA 


Office of the Lenislative Auditor 


STATE CAPITOL 
HELENA, MONTANA 59620 
406/444-3122 DEPUTY LEGISLATIVE AUDITORS: 


JAMES GILLETT 
FINANCIAL-COMPLIANCE AUDITS 


JIM PELLEGRINI 
PERFORMANCE AUDITS 


LEGAL COUNSEL: 


SCOTT A. SEACAT 
LEGISLATIVE AUDITOR JOHN W. NORTHEY 


The Legislative Audit Committee 
of the Montana State Legislature: 

We have examined the Schedule of Investments Managed by 
the state of Montana Board of Investments All Other Funds as of 
June 30, 1985, the related Schedule of Investment Income and the 
Schedule of Changes in Investments Managed for the year then 
ended. Our examination was made in accordance with generally 
accepted auditing standards and, accordingly, included such tests 
of the accounting records and such other auditing procedures as 
we considered necessary in the circumstances. 

As described in Note 2 to the financial schedules, the Board 
of Investments! financial schedules are prepared in accordance with 
state accounting policy. Accordingly, the accompanying financial 
schedules are not intended to present financial position and results 
of operations in conformity with generally accepted accounting 
principles. 

In our opinion, the financial schedules referred to above 
present fairly the investments managed by the state of Montana 
Board of Investments All Other Funds as of June 30, 1985, and its 
investment income and changes in its investments managed for the 
fiscal year then ended, in conformity with the basis of accounting 
described in Note 2 applied on a consistent basis. 

Our examination was made for the purpose of forming an 
opinion on the basic financial schedules taken as a whole. The 
portfolio information as of June 30, 1985 (Appendix A, page 52), 
and the All Other Funds Schedule of Investment Income by Fund 
(page 26), are presented for purposes of additional analysis and 


are not a required part of the basic financial schedules. Such 
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information has been subjected to the auditing procedures applied 
in the examination of the basic financial schedules and, in our 
opinion, is fairly stated in all material respects in relation to the 
basic financial schedules taken as a whole. 


wits, 


James Gillett, CPA 
Deputy Legislative Auditor 


September 27, 1985 


STATE OF MONTANA 
BOARD OF INVESTMENTS 
ALL OTHER FUNDS 
SCHEDULE OF INVESTMENTS MANAGED 
JUNE 30, 1985 


Investments managed at book value 

(current value of $1,662,579,939 

in 1985) (Note 2) $1,613,966,905 
Dividends and interest receivable 41,681,972 


Net unamortized deferred losses 


on bond swaps (Note 2) 42,693,069 
Interest purchased receivable 1,216,483 


TOTAL INVESTMENTS MANAGED $1,699,558,429 


The accompanying notes are an integral part of these financial 
schedules. 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 
ALL OTHER FUNDS 
SCHEDULE OF INVESTMENT INCOME 
FOR THE FISCAL YEAR ENDED JUNE 30, 1985 


Income: 
Interest income $182,788,245 
Dividend income 5,106 
Realized gain on sale of investments 1 05i7)..05)5 
Rental income PUT PAS 
Total Income 183,877,658 
Expenses: 
Administrative expenses (466,753) 
Net amortization of deferred losses 
on bond swaps (Note 2) (45015,.412) 
Total Expenses (4,482,165) 


NET INVESTMENT INCOME $179), 39515493 


The accompanying notes are an integral part of these financial 
schedules. 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 
ALL OTHER FUNDS 
SCHEDULE OF CHANGES IN INVESTMENTS MANAGED 
FOR THE FISCAL YEAR ENDED JUNE 30, 1985 


TOTAL INVESTMENTS MANAGED 


Beginning of Year $1,538,720,291 
Net investment income So ol79,38 95.498 
Income remitted to agencies CUT GOs 214) 

Increase in dividends and 

interest receivable 1,928,279 


Interest purchased during 


the year 5,807,680 
Collection of interest 
purchased during the year (6, 380,266) 


Increase (decrease) in 
interest purchased 


receivable (572,586) 
Net bond swap gains/losses 

incurred during the year 720) S35 2)i03} 
Net amortization of deferred 

bond swap losses (4,015,412) 


Increase (decrease) in net 
unamortized deferred gains/ 
losses on bond swaps (2,001,499) 


Increase in book value of 
investments due to net 
amortization of discounts 


and premiums 4,665,599 
Investments purchased 8,406,563,426 

Investments sold and 

matured (8,249,745,081) 


Increase in book value of 
investments purchased 156,818, 345 


TOTAL INVESTMENTS MANAGED 
END OF YEAR $1,699,558,429 


The accompanying notes are an integral part of these financial 
schedules. 
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STATE OF MONTANA - BOARD OF INVESTMENTS 
ALL OTHER FUNDS 
NOTES TO FINANCIAL SCHEDULES 


JUNE 30, 1985 


Ue HISTORY AND ORGANIZATION 


The state of Montana Board of Investments (the board) was 
created by an act of the Legislature to invest and manage the 
state of Montana's investment funds on a centralized basis. The 
investments and the income therefrom are owned by various state 
of Montana agency funds and managed on their behalf by the 
board. 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Investments 


Investments, except mortgages, are presented in the schedule 
of investments managed at book value (original cost adjusted for 
discount and premium amortization where applicable). Mortgages 
are presented in the schedule of investments managed at par 
value. Mortgage discounts are recorded in the accounting records 
of the applicable administering agencies. Current values for 
publicly traded securities are determined primarily by reference to 
market prices supplied to the board by various brokerage houses. 
Unrealized market loss on investments managed decreased by 
$119,439,218 in 1985. The investments managed relate principally 
to investments which will be held to maturity or otherwise disposed 
of at no significant loss to the fund. 

Premium and discounts are amortized using the straight-line 
method over the life of the securities. An average life of eight 


years is used for amortization of mortgage discounts. 
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Bond Swaps 


Bond swaps involve trading one security for another security 
having the same par value for the purpose of enhancing portfolio 
content and/or yield. The board defers gains and losses resulting 
from bond swaps and amortizes such gains and losses over the 
shorter of either the remaining life of bonds sold or the replace- 
ment bonds purchased. As shown in the accompanying financial 
schedules the accumulated net unamortized deferred losses on bond 
swaps as of June 30, 1985, and the net amortization of the de- 


ferred losses on bond swaps for the year then ended was: 


June 30, 1985 


Accumulated net unamortized losses 
on bond swaps: 
Agencies other than Public 


Retirement Systems SUS SIS e247 
Public Retirement Systems AT) SSM) jsiZ4 


Total $42,693,069 


Net amortization of deferred losses 
on bond swaps: 
Agencies other than Public 


Retirement Systems Seles SOMOS 
Public Retirement Systems Dp sas sys) 


Total $ 4,015,412 


3. INVESTMENTS NOT UNDER DIRECT CONTROL 


Land and buildings, the cost of which are also included in 
investments managed in the accompanying financial schedules, are 
not under direct control of the board. The agencies administering 
these assets maintain control and provide the board with the 
necessary financial information. Rental income from these build- 
ings is included in the schedule of investment income; however, 
occupancy and depreciation charges relating to the buildings are 
not material and have not been included in the schedule of invest- 


ment income. 
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The book value of land and buildings included in the invest- 
ments managed in the accompanying financial schedule was $267,417 
at June 30, 1985. 


4, SECURITIES LENDING 


The board has an agreement with Manufacturers Hanover 
Trust Company (Manufacturers) whereby Manufacturers would loan 
to other entities securities managed by the board. Puring the 
period the securities are on loan, the board receives a fee and 
Manufacturers must maintain collateral equal to 102 percent of the 
market value of the securities loaned. The board retains all rights 
and risks of ownership during the loan period. Included in inter- 
est income in the accompanying financial schedules is $444,289 for 
the year ended June 30, 1985, of income from securities lending 
activities. At June 30, 1985, approximately $120,855,896 of 
securities included in these financial schedules had been loaned by 


Manufacturers to other entities. 
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STATE OF MONTANA — BOARD OF INVESTMENT 


ALL OTHER FUNDS 


Ss 


SCHEDULE OF INVESTMENT INCOME BY FUND 


1985 
Income 
Remitted to 
Treasurers Fund $ 13,233,926 
Public Employees' Retirement Fund 42,026,337 
Teachers' Retirement Fund SM S726 Ao 
Trust and Legacy Fund LS 27515 6 
Workers’ Compensation Fund 7,401,181 
Highway Building Complex Sinking Fund 56,243 
Statewide Police Reserve Fund 1,586,793 
Sheriffs' Retirement Fund 1,454,797 
Educational Trust Fund 7,806,908 
Volunteer Firemen's Fund 371,562 
Permanent Trust Fund 25,310,298 
Montana State University Trust Fund 38,517 
Eastern Montana College Trust Fund 96,979 
Common School I & I Fund 2,461,226 
Game Wardens’ Retirement Fund 503,547 
Social Security Fund 508,165 
Montana Judges' Retirement Fund 541,108 
Hail Insurance Fund 40,706 
Subsequent Injury Fund 258,449 
Highway Patrol Retirement Fund 1,135,028 
Resource Indemnity Fund 5,368,880 
Montana Tech, P.E. Building S.F. 165 
William L. Murphy Fund byt 
Teachers' Retirement Fullam Fund (8) 
Dixon Endowment Fund 3,820 
Peter Potter Trust Fund (12) 
Crime Victims' Fund 57,759 
Agency Insurance Fund 760,163 
Series 1981 Fund 421,215 
Firefighters’ Unified Retirement Fund Li ASAAGNE 
Capitol Renovation Fund 136,384 
Highway Revenue Bond Proceeds Fund 3,463,972 
Highway Revenue Bond Debt Service Fund IS PAPT/ 74510) 
1983 Fish, Wildlife and Parks Bonded 
Program Fund 196,673 
Highway Revenue Bond Construction Fund 2,649,315 
Highway Revenue Bond Capitalized Interest 
Fund 359,280 
Airport Loans Special Revenue Fund 131,807 
Lease Participation Certificates Fund 24,964 
DNRC Water Development Fund 88,112 
Uninsured Employers' Fund 18,488 
Group Benefits Fund 584,595 
1983 Long Range Building Bonded Program Fund 2,647,311 
Coal Tax Park Acquisition Fund 277 a UU 
Long Range Building Fund 185,971 
Everett Lynn Trust Fund 2,507 
Historical Society Donations Fund 5 
Charles Bair Trust Fund 92 
Real Property Trust Fund 47,857 
1984 Series A Proceeds Fund 384,734 
Debt Service Reserve Fund 66,960 
Rail Construction Fund 198,237 
BN Geraldine Settlement Fund 184,405 
BN Geraldine Connector Fund 178,947 
Housing Authority Fund 19,243 
Coast Trading Trust Fund 3,658 
Totals 
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$177,467,214 


Net 
Investment 
Income 


$ 12,870,620 
43,003,376 
32,171,604 
19,358,472 

7,090,722 
48,494 
1,676,820 
M5 o22i769 
8,039,359 
386,733 
26,006,240 
41,103 
96,464 
2,639,187 
526,293 
523,340 
564,718 
40,706 
255,386 
1,163,568 
5,325,349 
(1,656) 

IES Al 

(8) 

3,820 
(12) 
59,728 
874,715 
47,115 
1,341,459 
610,617 
2,929,860 
1,276,945 


197,010 
2,356,168 


226,289 
84,266 
24,623 
81,446 
18,896 

452,871 

2,588,794 
1,429,007 
185,587 
7,078 
4,669 
1,945 
50,015 

384,734 

130,754 

198,237 

184,405 

268,967 
19,243 

5,396 


$179,395,493 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 


SHORT-TERM INVESTMENT POOL 


FINANCIAL STATEMENTS 


JUNE 30, 1985 AND 1984 


STATE OF MONTANA 


Office of the Legislative Auditor 


STATE CAPITOL 
HELENA, MONTANA 59620 
406/444-3122 DEPUTY LEGISLATIVE AUDITORS: 
JAMES GILLETT 
FINANCIAL-COMPLIANCE AUDITS 
JIM PELLEGRINI 
PERFORMANCE AUDITS 
; LEGAL COUNSEL: 
SCOTT A. SEACAT 
LEGISLATIVE AUDITOR JOHN W. NORTHEY 


The Legislative Audit Committee 
of the Montana State Legislature: 

We have examined the Statement of Investments Managed by 
the state of Montana Board of Investments Short-Term Investment 
Pool as of June 30, 1985, the related Statement of Investment 
Income and Distributions and Statement of Changes in Investments 
Managed for the year then ended. Our examination was made in 
accordance with generally accepted auditing standards and, ac- 
cordingly, included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the 
circumstances. The financial statements of the state of Montana 
Board of Investments Short-Term Investment Pool for the year 
ended June 30, 1984, were examined by other auditors whose 
report dated September 12, 1984, expressed an unqualified opinion 
on those statements. 

In our opinion, the financial statements referred to in para- 
graph one present fairly the investments managed by the state of 
Montana Board of Investments Short-Term Investment Pool as of 
June 30, 1985 and 1984, and its investment income and changes in 
its investments managed for the fiscal years then ended, in con- 
formity with generally accepted accounting principles applied on a 
consistent basis. 

Our examination was made for the purpose of forming an 
opinion on the basic financial statements taken as a whole. The 


portfolio information as of June 30, 1985 (Appendix A, page 52), 
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and the Short-Term Investment Pool Schedule of Investment Income 
by Fund (page 34), are presented for purposes of additional 
analysis and are not a required part of the basic financial state- 
ments. Such information has been subjected to the auditing proce- 
dures applied in the examination of the basic financial statements 
and, in our opinion, is fairly stated in all material respects in 
relation to the basic financial statements taken as a whole. 


Respectfully, 


cece SOS 


James Gillett, CPA 
Deputy Legislative Auditor 


September 27, 1985 
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STATE OF MONTANA — BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 
STATEMENT OF INVESTMENTS MANAGED 
JUNE 30, 1985 AND 1984 


1985 1984 

Cash $ bY AO $ 41,105 
Interest receivable 5,059,841 570520 
Investments managed at current 

value (cost of $241,405,560 in 

1985 and $226,557,908 in 1984) 245,169,148 219,720,208 
(Note 2) 
TOTAL ASSETS 250,286,661 225);,139 5525 
Accrued expenses (23,091) (23,091) 
Value of units 2508 203.50 225,116,432 
Income due participants Gesil'5s.756) (2,106,583) 
NET ASSET VALUE $2'8,447,814 $223,009,849 
Units outstanding 25D) 019 241,709 
Unit Value $ 979.05 $ 931.35 


The accompanying notes are an integral part of these financial 


statements. 
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STATE OF MONTANA — BOARD OF INVESTMENTS 


SHORT-TERM INVESTMENT POOL 
STATEMENT OF INVESTMENT INCOME AND DISTRIBUTIONS 


FOR THE FISCAL YEARS ENDED JUNE 30, 


Interest income 
Administrative expenses (Note 2) 
Net income 
Income purchased by participants 
Income due participants, beginning 
of year 
Income available for distribution 


Income distributed on units sold 
(Note 2) 
November distribution (Note 2) 
May distribution (Note 2) 
Total distributions 


Income due participants, end 
of year 


The accompanying notes are an integral part of these 


statements. 


30 


1985 


$24,655,404 
(271,881) 


24,383,523 


LT Sahel O7AI| 


2,106,583 


SH 22S ITT) 


4,224,588 
12,944,740 
12,238,093 


29,407,421 


$ 1,815,756 


1985 AND 1984 


1984 


$25,667,202 
(272,626) 


25,394,576 


4,804,005 


2,086,737 


32,285,318 


5,096,605 
W/Z) (35%, 
12,544,691 


30, L/8e735 


$ 2,106,583 


financial 


STATE OF MONTANA — BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 
STATEMENT OF CHANGES IN INVESTMENTS MANAGED 
FOR THE FISCAL YEARS ENDED JUNE 30, 1985 AND 1984 


1985 1984 
Net asset value, beginning of year $223,009,849 $2456 OES 
Value of units purchased by 
participants 166) 7/55 350 157,669,166 
Changes in current value of 
investments managed 25246), 70 (8,044,722) 
Value of units sold by participants (153,540,101) (170,390,168) 


Net asset value, end of year $248,447,814 $223,009,849 


The accompanying notes are an integral part of these financial 
statements. 
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STATE OF MONTANA - BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 
NOTES TO THE FINANCIAL STATEMENTS 


JUNE 30, 1985 


1. HISTORY AND ORGANIZATION 


The state of Montana Board of Investments (board) was 
created by an act of the Legislature to invest and manage the 
state of Montana's investment funds on a centralized basis. The 
Short-Term Investment Pool (STIP) provides a short-term invest- 
ment vehicle to participants (state and local governmental units) 
with a relatively small amount to invest. Investment in STIP 
affords the participant liquidity and a return on their investment. 
The investments and the income of STIP are owned by the partici- 
pants as they purchase units and are managed on their behalf by 
the board. 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Administrative Expenses 


Administrative expenses incurred by the board are charged to 


STIP daily based on the board's expenses applicable to STIP. 


Income Distribution 


The value of units purchased or sold includes a daily compu- 
tation of net asset value and income; therefore, income to point of 
sale is included in proceeds to the seller. Cash distributions of 
income are made to continuing participants on the last working day 
in the months of May and November. The amounts shown for 
value of units purchased and sold by participants are net of 


income purchased and income sold, respectively. 
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Money Max System 


The board utilizes an automated system (Money Max) for STIP 
accounting. Money Max automatically accrues investment income 
and expenses, computes unit values, etc., on an individual fund 
basis. Current values for investments are determined by Money 
Max through direct computer access from a New York securities 
valuation firm. Investments are presented in the statements of 
investments managed at current value. The value of investments 


managed is adjusted daily for changes in the current value. 


Securities Lending 


The board has an agreement with Manufacturers Hanover 
Trust Company (Manufacturers) whereby Manufacturers would loan 
to other entities securities managed by the board. During the 
period the securities are on loan, the board receives a fee and 
Manufacturers must maintain collateral equal to 102 percent of the 
market value of the securities loaned. The board retains all rights 
and risks of ownership during the loan period. Included in 
interest income in the accompanying financial statements is $94,885 
for the year ended June 30, 1985, and $95,148 for the year ended 
June 30, 1984, of income from securities lending activities. At 
June 30, 1985, approximately $31,373,607 and at June 30, 1984, 
approximately $31,148,312 of securities included in these financial 


statements had been loaned by Manufacturers to other entities. 
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STATE OF MONTANA — BOARD OF INVESTMENTS 


SHORT-TERM INVESTMENT POOL 


SCHEDULE OF INVESTMENT INCOME BY FUND 


Treasurers’ Fund 

Resource Indemnity Fund 
Common School I&I Fund 
Long Range Building Fund 
Educational Trust Fund 
Highway Patrol Retirement 
Fund 

Police Retirement Fund 
Local Impact Fund 
Sheriffs' Retirement Fund 

Montana State University 
Hail Insurance Fund 
Permanent Coal Trust Fund 
Agency Insurance Fund 

Game Wardens' Retirement 
Fund 

Montana Judges' Retirement 
Fund 

Volunteer Firemens' 
ment Fund 
Subsequent Injury Fund 

University of Montana 

Coal Tax Park Acquisition 

Lands Resource Development 
Fund 

Montana Tech 

Woodville Highways Replace- 
ment Fund 

Eastern Montana College 

Montana Rural Rehabilita- 
tion Fund 

Northern Montana College 

William L. Murphy Fund 

Wheat Research & Marketing 
Fund 

Livestock Fund 

Western Montana College 

Flood Insurance Fund 

Agriculture Funds 

Deaf & Blind Fund 

Board of Oil-Gas Fund 

Foster Children Fund 

TRS - Minnie Fullam Fund 

Water-Waste Water Operators 
Fund 

Uninsured Employers" Fund 

Potter Trust Fund 

Eugene W. Price Scholarship 
Fund 


Retire- 


1985 
Income Net 
Remitted Investment 
to Agencies Income 


$12,300,538 $12,049,405 


158,367 184,542 
344,873 305,738 
490,795 471,480 
310,279 320,482 
42,913 44,190 
150,397 147,824 
600,749 589,697 
96,815 93,366 
655.215 645,268 
395,662 321,238 
1363114205 12681). 799 
160,889 155,198 
26,653 26,710 
28,143 28,961 
35,799 35,024 
18, 326 18,779 
606,453 577,003 
209,593 199, 256 
104,235 101,769 
159,593 145,522 
83,375 81,556 
—0- —() 
35,730 35,976 
83,142 82,440 
1,857 "1.826 
bens 61,495 
230,736 224,290 
165635 173177 
34,169 33,889 
aie 13,567 
-Q- -0- 
54,194 53636 
3,226 eM 
3,296 3,270 
2,324 2,342 
34.317 Eira 
2,045 25056 
1,271 1,250 
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1984 
Income Net 
Remitted Investment 
to Agencies Income 
$12,856,343 $12,932,386 
75,839 50,263 
681,908 664,654 
394,510 420,694 
206,011 208,195 
17,648 IE S.V7 
65,508 68,621 
633,469 627,832 
83,908 87,492 
585,480 588,222 
270,105 272,870 
1,681,878 1,621,682 
159,776 103,647 
Li O25: 16,821 
16,266 16,694 
28,603 30,229 
13,396 14,224 
BNO)T Le UAE 622,919 
624,270 561,804 
125,598 124,582 
193,998 198,929 
79,585 79,541 
20= =0= 
12,669 13,051 
32,697 3255 ee 
4 1,890 1,905 
Giiel25 69,420 
248,429 247,400 
Tos Sy7 77330 
14,268 1552511 
16,819 16,702 
1228 10,837 
45,293 45,892 
3,148 3,095 
2955 3,020 
1335 1, 358 
22,898 23 aoL7 
IL ACO)IES} 1,024 
1,293 1,303 


SHORT-TERM INVESTMENT POOL 


SCHEDULE OF INVESTMENT INCOME BY FUND 


Crime Victims" Fund 

Group Benefits Fund 
Joseph Homan Fellowship 
Fund 

Guaranteed Student Loan 
Reserve Fund 

Series 1981 Fund 

Workers' Comp Building Fund 
Job Service Fund 

Capitol Renovation Fund 

Moderate Rehabilitation 
Fund 

Operating Reserve Fund 
Firefighters' Unified 
Retirement Fund 

Highway Revenue Bonds - 
Proceeds 

Highway Revenue Bonds - 
Debt Service 

Highway Revenue Bonds —- 
Construction 

Highway Revenue Bonds - 
Capitalized Interest 

Montana Instate Investments 
Fund 

DOE Section ISS Grant Fund 

Warner Amendment Fund 

Long Range Building 1983 
Fund j 

Fish, Wildlife & Parks 
Bonded Program Fund 

DNRC Water Development Fund 

DNRC Bond Proceeds Fund 

DNRC Debt Service Fund 

Tech Group Insurance Fund 

Everett Lynn Trust Fund 
BN Geraldine Settlement 
Fund 

Rail Construction Fund 

DNRC Debt Service Reserve 
Fund 

MEDB Bond Guarantee 

BN Geraldine Connector 
Other Non-State Agencies 

Totals 


(Continued) 
1985 
Income Net 
Remitted Investment 
to Agencies Income 

19,713 19,605 
770,007 810,183 
320 303 
236,356 242,101 
236,078 234,693 
2S OS 119,009 
41,268 39,074 
141,965 97,058 
Syren le /all 5,484 
35,809 36,650 
252.5195 248,015 
230,992 194,463 
44,561 40,853 
850,907 851,056 
A335 Sil 40,161 
1,384,694 1,424,358 
52,689 52,541 
30,623 29,561 
466,003 467,942 
66,106 63,582 
36,819 38,612 
PAW 5 SV DSO Si, 
18,042 18,042 
82,551 93,509 
406 434 
104,890 121,816 
US 5EES) 97,902 
242 306 
WLS} 163 
She ILI KO) 3,167 
280,416 236,284 


$24,968,056 $24,673,935 
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1984 

Income Net 
Remitted Investment 

to Agencies Income 
16,576 17,749 
591,447 582,678 
356 342 
145,827 153,105 
Sil sul 356,476 
185,422 182,193 
128,885 WLS 1/747) 
BSyL Il G SVA5) 520,801 
1,870 Qe Ov, 
18,425 19,724 
256,658 258,748 
770,479 817,360 
47,022 51,504 
563,196 627,288 
US) 3) 7] 48,062 
7 APS Wy i} 507,404 
355 216 39,663 
23,494 26,459 
294 ,023 330,595 
38,944 44,124 
21,364 DIAS 
505,562 509,053 


$24,883,860 


$25,067, 386 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 


SHORT-TERM INVESTMENT POOL II 


FINANCIAL STATEMENTS 


JUNE 30, 1985 
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STATE OF MONTANA 


Office of the Legislative Auditor 


STATE CAPITOL 
HELENA, MONTANA 59620 
406/444-3122 DEPUTY LEGISLATIVE AUDITORS: 
JAMES GILLETT 
FINANCIAL-COMPLIANCE AUDITS 
JIM PELLEGRINI 
PERFORMANCE AUDITS 
; LEGAL COUNSEL: 
SCOTT A. SEACAT 
LEGISLATIVE AUDITOR JOHN W. NORTHEY 


The Legislative Audit Committee 
of the Montana State Legislature: 

We have examined the Statement of Investments Managed by 
the state of Montana Board of Investments STIP II as of June 30, 
1985, the related Statement of Investment Income and Distributions 
and Statement of Changes in Investments Managed for the year 
then ended. Our examination was made in accordance with 
generally accepted auditing standards and, accordingly, included 
such tests of the accounting records and such other auditing 
procedures as we considered necessary in the circumstances. 

In our opinion, the financial statements referred to above 
present fairly the investments managed by the state of Montana 
Board of Investments STIP II as of June 30, 1985, and its invest- 
ment income and changes in its investments managed for the fiscal 
year then ended, in conformity with generally accepted accounting 
principles. 

Our examination was made for the purpose of forming an 
opinion on the basic financial statements taken as a whole. The 
portfolio information as of June 30, 1985 (Appendix A, page 52), 
is presented for purposes of additional analysis and is not a 
required part of the basic financial statements. Such information 
has been subjected to the auditing procedures applied in the 
examination of the basic financial statements and, in our opinion, 
is fairly stated in all material respects in relation to the basic 
financial statements taken as a whole. 


Respectfully, 
"Ve 
James Gillett, CPA 


Deputy Legislative Auditor 
September 27, 1985 
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STATE OF MONTANA — BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL II 
STATEMENT OF INVESTMENTS MANAGED 
JUNE 30, 1985 


Cash $ 6,249 
Interest receivable 7 y/eul 
Investments managed at current cost 9,036,514 
TOTAL ASSETS 9,060,514 
Income due participants Ce) 
NET ASSET VALUE $9,055,400 
Units outstanding 90,554 
Unit value $ 100.06 


The accompanying notes are an integral part of these financial 
statements. 
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STATE OF MONTANA - BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL II 
STATEMENT OF INVESTMENT INCOME AND DISTRIBUTIONS 
FOR THE FISCAL YEAR ENDED JUNE 30, 1985 


Interest income $51,952 
Income purchased by participants 4,794 
Income due participants beginning of year == 
Income available for distribution 56,746 
Income distributed on units sold (Note 2) 16 
Distribution (Note 2) SLA ils) 
Total distributions DOS 


Income due participants, end of year Se LG 


The accompanying notes are an integral part of these financial 
statements. 
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STATE OF MONTANA — BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL II 
STATEMENT OF CHANGES IN INVESTMENTS MANAGED 
FOR THE FISCAL YEAR ENDED JUNE 30, 1985 


Net asset value, beginning of year : $ -0- 
Value of units purchased by participants 9,058,600 
Value of units sold by participants (3,200) 
Net asset value, end of year $9,055,400 
1 

See Note 1 


The accompanying notes are an integral part of these financial 
statements. 
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STATE OF MONTANA - BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL II 
NOTES TO THE FINANCIAL STATEMENTS 


JUNE 307 1985 


1. HISTORY AND ORGANIZATION 


The state of Montana Board of Investments (board) was 
created by an act of the Legislature to invest and manage the 
state of Montana's investment funds on a centralized basis. 

As of May 31, 1985, the Short-Term Investment Pool II 
(STIP I!) was implemented as an eventual total replacement to 
STIP. The purpose of STIP II is to obtain the highest possible 
return, yet maintain a highly liquid position whereby funds may be 
invested for relatively short periods, one day or more, depending 
upon the participant's anticipated use of funds. The investments 
and the income of STIP II are owned by the participants as they 
purchase units and are managed on their behalf of the board. At 


this time, participation in STIP I| is limited to local governments. 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


STIP II distributes income as of the last business day of each 
month, with the option of having the income automatically reinvest- 
ed in additional units. The total price to buy or sell a unit is 
reduced by the amount of the income distributed on each distribu- 
tion date. 

Participants who sell units between distribution dates receive 
the respective investment income in the total price of the unit at 
the date of sale. 

The unit value is fixed at $100 per unit. The total price to 
buy or sell a unit is $100 plus the accrued income per unit. The 
income per unit is the amount of income accrued since the last 


monthly distribution. 
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A unit purchased by a participant begins accruing income on 
the day it is purchased and ceases to accrue income on the day 
before the unit is sold. 

The portfolio of investments in STIP II is kept under one 
year in maturity and is carried at cost or amortized cost. This 


portfolio structure allows for the fixing of the worth of the unit. 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 


MONTANA COMMON STOCK POOL 


FINANCIAL STATEMENTS 


JUNE 30, 1985 AND 1984 


STATE OF MONTANA 


Office of the Legislative Auditor 


STATE CAPITOL 
HELENA, MONTANA 59620 
406/444-3122 DEPUTY LEGISLATIVE AUDITORS: 


JAMES GILLETT 
FINANCIAL-COMPLIANCE AUDITS 


JIM PELLEGRINI 
PERFORMANCE AUDITS 


LEGAL COUNSEL: 


SCOTT A. SEACAT 
LEGISLATIVE AUDITOR JOHN W. NORTHEY 


The Legislative Audit Committee 
of the Montana State Legislature: 

We have examined the Statement of Investments Managed by 
the state of Montana Board of Investments Montana Common Stock 
Pool as of June 30, 1985, and the related Statement of Investment 
Income anc Distributions and Statement of Changes in Investments 
Managed for the fiscal year then ended. Our examination was 
made in accordance with generally accepted auditing standards 
and, accordingly, included such tests of the accounting records 
and such other auditing procedures as we considered necessary in 
the circumstances. The financial statements of the state of Mon- 
tana Board of Investments Montana Common Stock Pool for the year 
ended June 30, 1984, were examined by other auditors whose 
report dated September 12, 1984, expressed an unqualified opinion 
on those statements. 

In our opinion, the financial statements referred to in para- 
graph one present fairly the investments managed by the state of 
Montana Board of Investments Montana Common Stock Pool as of 
June 30, 1985 and 1984, and its investment income and changes in 
its investments managed for the fiscal years then ended, in con- 
formity with generally accepted accounting principles applied on a 
consistent basis. 

Our examination was made for the purpose of forming an 
opinion on the basic financial statements taken as a whole. The 
portfolio information as of June 30, 1985 (Appendix A, page 52), 


and the Schedule of Investment Income by Fund (page 49), are 
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presented for purposes of additional analysis and are not a 
required part of the basic financial statements. Such information 
has been subjected to the auditing procedures applied in the 
examination of the basic financial statements and, in our opinion, 
is fairly stated in all material respects in relation to the basic 
financial statements taken as a whole. 


ae: 


James Gillett, CPA 
Deputy Legislative Auditor 


September 27, 1985 
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STATE OF MONTANA - BOARD OF INVESTMENTS 
MONTANA COMMON STOCK POOL 
STATEMENT OF INVESTMENTS MANAGED 
JUNE 30, 1985 AND 1984 


1985 1984 

Cash $ 31,656 $ M523 
Dividend receivable 474,888 565,693 
Interest receivable Sli 5 7AM 355795 
Investments managed at current value 

(cost of $121,026,155 in 1985 and 

$103,284,245 in 1984) 172,497,084 129,540,845 
TOTAL ASSETS 173,581,349 130); 1535856 
Income due participants Ca22)) (2,899) 
NET ASSET VALUE SIS oo lee $130,150,.957 
Units outstanding 110,027 101,389 
Unit value $ ths S7/7/ BO $ 1,283.68 


The accompanying notes are an integral part of these financial 
statements. 
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STATE OF MONTANA — BOARD OF INVESTMENTS 
MONTANA COMMON STOCK POOL 
STATEMENT OF INVESTMENT INCOME AND DISTRIBUTIONS 
FOR THE FISCAL YEARS ENDED JUNE 30, 1985 AND 1984 


1985 1984 
Interest income $8,593,485 $7,623,001 
Income due participants, beginning of 
year 2,899 IL TAG 
Income available for distribution 8,596,384 7 S62451 71 
Distribution (Note 2) (Eb 94 ISD) VG. 620.272) 


Income due participants, end of year $ Ds POT, $ 2,899 


The accompanying notes are an integral part of these financial 
statements. 
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STATE OF MONTANA — BOARD OF INVESTMENTS 
MONTANA COMMON STOCK POOL 
STATEMENT OF CHANGES IN INVESTMENTS MANAGED 


FOR THE FISCAL YEARS ENDED JUNE 30, 


Net asset value, beginning of year 


Transfer of stock at market and 
cash to pool (Note 2) 


Value of units purchased by 
participants (Note 2) 


Value of units sold by participants 
(Note 2) 


Changes in current value of 
investments managed 


Net asset value, end of year 


1985 


1985 AND 1984 


1984 


$130,150,957 $130,046,761 


=0= 


== 


bs e365 (yA) 11,701,005 


=()\= 


The accompanying notes are an integral part of these 


statements. 
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STATE OF MONTANA - BOARD OF INVESTMENTS 
MONTANA COMMON STOCK POOL 
NOTES TO THE FINANCIAL STATEMENTS 


JUNE 30, 1985 


1. HISTORY AND ORGANIZATION 


The state of Montana Board of Investments (board) was 
created by an act of the Legislature to invest and manage the 
state of Montana's investment funds on a centralized basis. The 
Montana Common Stock Pool (Mont-Comp) was created in order to 
allow retirement funds the opportunity to participate in the equity 
market via a diversified pool. 

Mont-Comp was created as of July 1, 1980, by the transfer 
from all other funds to Mont-Comp of all common stock owned by 
the Public Employees' Retirement System and the Teachers' Retire- 


ment System. 


2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
Investments 


The Public Employees' Retirement System and the Teachers' 
Retirement System transferred virtually all stock owned into Mont- 
Comp at the start-up date and were issued units according to the 
market value of their contribution, retaining their original total 
cost basis. 

The initial unit value as of July 1, 1980, was $1,000. Unit 
values thereafter are calculated once a month at the close of the 
last business day of the month based upon the market value of the 
Mont-Comp equity holdings and other assets. Participants may 
only buy or sell units on the first business day of each month. 

Mont-Comp distributes to each participant investment income 


on the last business day of each month. This distribution is 
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based on the full accrual basis so that all dividends and interest 
accrued during the month are returned to the participants based 


on the number of their units outstanding. 


32) SECURITIES LENDING 


The board has an agreement with Manufacturers Hanover 
Trust Company (Manufacturers) whereby Manufacturers would loan 
to other entities securities managed by the board. During the 
period the securities are on loan, the board receives a fee and 
Manufacturers must maintain collateral equal to 102 percent of the 
market value of the securities loaned. The board retains all rights 
and risks of ownership during the loan period. Included in inter- 
est income in the accompanying financial statements is $27,929 for 
the year ended June 30, 1985, and $27,233 for the year ended 
June 30, 1984, of income from securities lending activities. At 
June 30, 1985, approximately $13,345,182 and at June 30, 1984, 
approximately $8,369,954 of securities included in these financial 


statements had been loaned by Manufacturers to other entities. 
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STATE OF MONTANA 
BOARD OF INVESTMENTS 


AGENCY REPLY 


Bee 


DEPARTMENT OF ADMINISTRATION 
BOARD OF INVESTMENTS 


TED SCHWINDEN, GOVERNOR CAPITOL STATION 


—— sIAIE OF MONTANA 


(406) 444 265€ 


HELENA, MONTANA 59620 


Th PO ao 
< 7 


November 18, 1985 
Scott A. Seacat 
Legislative Auditor 
State Capitol 
Helena, MT 59620 
Dear Scott: 


In regard to the 1985 fiscal year audit of the Board of Investments, 
we have listed your recommendations and our responses. 


Recommendation #1 


We recommend the Board of Investments develop procedures for better 
control of software development projects. 


Response: We concur. We are over 60% complete in testing the system 
and are confident that we have a workable and more efficient system for 
the future. 

Recommendation #2 

We recommend the Board of Investments utilize the standard computer 
software development contract for future consultant engagements in 
compliance with state policy. 

Response: We concur. 

Recommendation #3 


We recommend the Board of Investments: 


A. Modify future service agreements to require escrow accounts 
on mortgages prior to purchase approval. 
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AN FQUAL OPPORTUNITY EMPLOYER 


B. Resolve the mortgage file exceptions with the servicing 
organizations. 


Response: 
A. We concur. 


B. We concur. All but two of the exceptions have been resolved 
and the two remaining are in the process of 
being corrected. 


Recommendation #4 


we recommend the Board of Investments work with the Department of 
Administration, Accounting Division to implement a system to 
enable BOI to record its investment activity separately on SBAS. 


Response: We concur. The overall reconciliation responsibilities 
of SBAS are at the agency level. We will assist the Department of 
Administration in implementing procedures which will improve the 
reconciliation process. 


The Board of Investments appreciates that the audit was conducted in 
a professional and courteous manner. 


Sincerely, 


ames R. Howeth 
Investment Officer 


JRH/mmw 


ak 


STATE OF MONTANA 
BOARD OF INVESTMENTS 


APPENDIX A 


PORTFOLIO OF INVESTMENTS 
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